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» EDITORTEL « 


The Old Year and the New 


This is the end of a most eventful post-war year. As modern Industrial 
Accountants, our work for this year was finished, generally, some time ago. 
All that remains now is the reckoning. Did we use good judgment in our 
projection of operations? Did we successfully keep our executives informed 
concerning cost fluctuations? Has our work been valuable and worthwhile? 
There is no progress in going back. We must now look forward to the 
ACCOUNTING FOR 1947. 

Present indications are that executives will be planning on hand-to- 
mouth operations as we approach the new year. Of course Cost work will 
be far from simple under those conditions. It would appear that flexible 
budgets will be having a field day for, at least, the early part of 1947. That 
is, where budgets are the vogue, IF THERE ARE BUDGETS? 

In reviewing the present situation we know that PEACE is not yet 
OFFICIAL in that the world peace has not yet been legislated. Therefore, in 
Canada the WAR IS NOT OFFICIALLY ENDED. 

We have been assured that the price ceilings will not be lifted entirely 
as we enter the new year. While this does control the COST OF LIVING, 
there are many commodities that are feeling the pinch between higher labor 
costs and the price ceilings so that profitable industry is being limited in 
some of the essential fields. 

The commodity depression has subdued purchasing potential to such 
a degree that the advertised high prices following the lifting of the price 
ceilings will in all probability receive such an unfavourable reception, when 
they are attempted, that the return to normal prices, in many commodities, 
will not be unduely delayed. 

This viewpoint is somewhat substantiated in the price trend in the 
Chicago meat market following the lifting of the price ceilings in the United 
States. The high prices were of short duration in that instance. 

In Canada, the trends in all factors of business financing have been much 
more moderate than those of other countries or of the trends during the 
period following the first world war. For this reason alone, the adjustment, 
if any, when or as it comes, cannot be violently severe. 

Economists who are following long term statistics suggest that business 
volume during the next few years will follow a trend close to the average of 
peace time production, eliminating separate war enterprises, over the last 
twenty-five years. The reason for this is that past experience has demon- 
strated that the variations from normal counteract each other over long 
periods. In any case, the variation resulting from any other basis will probab- 
ly be greater. This, of course, cannot be applied to new industries in other 
than the commodities common to this period. In this problem, management, 
through efficiency of production and marketing, can capture any advantage in 
a competitive field. 
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EDITORIAL 


Our Society in 1945 


Your executive is endeavouring to maintain a progressive organization 
throughout the new year. We are planning to bring into Cost and Manage- 
ment additional features which we hope will be of interest to the members 
and at the same time add prestige to our magazine. Your comments during 
the past year have been appreciated as conclusive evidence that each edition 
is being read. We shall gladly welcome any comments during the coming 
year and we are especially grateful for any suggestions of a practical nature 
that contribute to the enhancement of our professional representations. 

Our progress during the year 1946 has been satisfactory. Industrial 
engineers, Cost Accountants are offering their services to Industry, Business 
and the field of government finance, with confidence, through the year 1947. 


Topical Index of Library 


All the members have been sent a copy of the Topical Index of the 
Society's library. It is our sincere hope that the members will derive great 
value from this catalogue as it gives them a ready reference to the books 
and articles which are available on loan. We wish to stress, however, that 
while this is a fairly comprehensive index, members may have problems on 
which no material is listed. We invite you to send in your enquiries and we 
wll endeavour to get the literature or advise where it may be obtained. 

It is intended that supplements will be issued periodically covering 
additions to the library since the publication of the topical index. If for any 
reason some members may not have received their copy, they are requested to 
communicate with the Secretary-Manager and a copy will be promptly 


forwarded. 


In This Issue 


We are very pleased to publish in this issue a paper presented by Mr. 
H. H. Stikeman before the Montreal Chapter of the Cost & Management 
Institute entitled “Effect of Recent Changes in Income Tax Law’’. Mr. Stike- 
man is a barrister at law and is editor of “Canada Tax Cases” published by 
Richard DeBoo Limited, and was formerly Assistant Deputy Minister of 
National Revenue. In his article, Mr. Stikeman revicws very clearly some of 
the problems in income tax legislation, liberally illustrated by case histories. 
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New Members 


Bay of Quinte 
Douglas Storey, Stephens-Adamson Manufacturing Co., Belleville 
L. A. Pretsell, Benedict-Proctor Mfg. Co. Ltd., Trenton 
Gordon D. Ireland, Batawa Shoe Co. of Canada, Batawa. 
Calgary 
Donald G. Kemp, Canadian Bakeries Ltd. 
E. R. Wiley, James Richardson & Sons Ltd. 
Walter J. Hopson, 514 Crescent Road 
Edmonton 
Douglas M. Roy, Maurice Roy, R.I.A., Public Accountant 
R. L. Roberts, 11913-89th Street 
Jack C. Wright, 8936-88th Avenue 
Fort William-Port Arthur 
Arnold Philips, Provincial Dept. of Education, Port Arthur. 
Francis Veneruz, Merchants Distributors Ltd,. Fort William. 


Hamilton 

Mrs. Dorothy Boys, 315 Herkimer St. 

Wm. S. Arnold, Steel Co. of Canada Ltd. 

John E. Sutherland, Canadian Westinghouse Co. Ltd. 

Jack L. Duncan, Brantford Oven & Rack, Brantford. 
Kingston 

Edward R. Muir, Canadian Industries Limited (Nylon Division) 

J. Leslie Glenn, Shell Oil Co. of Canada Ltd. 

Kenneth L. F. Coupland, Hydro-Electric Power Commission 
Kitchener 

Stanley Krukowski, Canadian Transformer Limited, Waterloo 

A. S. Archard, Biltmore Hats Ltd., Guelph 
R. P. Robertson, Galt Die & Stampings Co. Ltd., Galt 
London : 

Lawrence S. Spofford, Polymer Corporation Ltd., Sarnia. 

Harold T. Grimes, Kelvinator of Canada Ltd. 

Walter J. Moore, Kelvinator of Canada Ltd. 

Russell S$. Lamplin, Thayers Ltd. 

Alexander S. Magee, Dominion Manufacturing Ltd. 

N. Gryschuk, Kellogg Co. of Canada Ltd. 
Montreal 

R. L. Sewell, Building Products Ltd. 

Gerard Martin, Victor Luciani & Co., A.P.A. 

Jean J. Laurence, 4448 Cartier Street 

Harold T. Dawson, 3448 Laval Avenue 

D. M. Coyle, 4876 Cote des Neiges Road 

Francois J. Bastien, 5857 St. Urbain Street 

Allan B. Strong, 6121 Terrebonne Avenue 

R. H. Sears, R.C.A. Victor Co. Ltd. 

E. R. Matthews, Clough Chemical Co. Ltd., Ville St. Laurent 
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NEW MEMBERS 


H. M. Lloyd, 4876 Cote des Neiges Road 
Arthur Hodgkinson, Canadian Car & Foundry Co. Ltd. 
Francois H. Drack, 305 Moffat Avenue, Verdun 
Robert Craig, Abbott Laboratories Ltd. 
New Westminster 
William Coop, Room 7, 35 Sixth St. W. 
B. K. Horne, Horne’s Bakeries Ltd. 
Leonard K. Horne, Horne’s Bakeries Ltd. 
Miss Marie Lavoie, Belyea & Co. Ltd. 
John M. McMurdo, Heaps’ Engineering (1940) Ltd. 
Wm. I. Reid, Jr., Westminster Iron Works 
Richard Scannell, Heaps’ Engineering (1940) Ltd. 
G. A. Culbert, Brookes Woodworking Co. Ltd. 
Mrs. A. M. Higgs, Timber Preservers Ltd. 
Gordon W. Kenny, Timber Preservers Ltd. 
Ralph Wint, Corporation of District of Burnaby, Edmunds, B.C. 
Harold S. Johannson, Johannson Co. Ltd. 
J. A. Bruce, Webb & Gifford Ltd. 
Jas. W. Burns, B.C. Distillery Co. Ltd. 
W. E. Short, B.C. Distillery Co. Ltd. 
J. R. Grimmer, B.C. Distillery Co. Ltd. 
Wilfrid H. Shaw, B.C. Forest Service 
George T. Mavor, Alaska Pine Co. Ltd. 
Niagara 
Lorne R. Cooper, Atlas Steels Ltd., Welland 
Ottawa 
Sidney Moulden, J. H. Connor & Son Ltd. 
R. B. Romalis, J. H. Connor & Son Ltd. 
Jas. C. Scott, J. H. Connor & Son Ltd. 
St. Maurice Valley 
Roger Boulet, C. A. Boulet Ltee., St. Tite, Que. 
P. A. Hawken, Grand’Mere Knitting Co. Ltd., Grand’Mere 
A. Denis Thacker, 61 Maple Avenue, Shawinigan Falls 
P. E. Bellefeuille, Bellefeuille & Cheney Ltd., Three Rivers 
J. M. Giard, Shawinigan Water & Power Co., LaGabelle 
John Hanna, Grand’Mere Shoe Co. Ltd., Grand’Mere 
Carlton F. Wright, Consolidated Paper Corp., Shawinigan Falls 
Toronto 
W. C. Buttimer, British American Oil Co. Ltd. 
Jack Bernstein, Tip Top Tailors Ltd. 
Stanley W. Haufschild, Dominion Woollens & Worsteds Ltd. 
J. Austin Smith, Frigidaire Products of Canada Ltd. 
Vancouver 
Robt. H. DeGraves, Dominion Bridge Co. Ltd. 
G. R. Howard, Dominion Bridge Co. Ltd. 
W. E. Ferris, Electric Panel Mfg. Ltd. 
R. E. McCallum, Electric Panel Mfg. Ltd. 
Roy Brooker, B.C. Packers Ltd., Steveston, B.C. 
James D. Annand, Simmon’s Ltd. 
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Kenneth M. Logan, Dominion Bridge Co. Ltd. 

L. E. Avery, Sterling Shipyards Ltd. 

Dale L. Morrison, B. F. Goodrich Rubber Co. Ltd. 
Windsor 

Grant A. Martin, Silverwood Dairies Ltd. 

John G. Doerr, McCord Corporation, Walkerville. 





Personals 


We wish to extend to Alex Lucas, a member of the Hamilton Chapter, 
our very best wishes for his success in the re-opening of his pre-war business, 
Lucas Travel Agency. Mr. Lucas during the war was employed by National 
Selective Service. 

Congratulations and best wishes are extended to Mr. A. S. Keiller, 


C.G.A., A.C.1.S., of the Montreal Chapter on his appointment to the position 
of General Auditor of the Sherwin-Williams Company of Canada, Limited. 





Consultants 
in 
Business Management 





Your 


An Independent 


Organization INDUSTRIAL RELATIONS 


Specializing 
in 
problems 
Management Controls 
Work Simplification will benefit from 
Motion and Time Studies the 


Cost Analysis 
Production COUNSEL 


Industrial Relations 


which 


Cost Systems Installation 





Salary and Wage Administration || we can give. 


ENGINEERING & MANAGEMENT SERVICES LIMITED 
67 YONGE STREET TORONTO, CANADA 
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Chapter Notes 


BAY OF QUINTE CHAPTER 


The Society of Industrial and Cost Accountants, Bay of Quinte Chapter, 
held their monthly meeting on Monday evening at the Bar-B-Q Dining Hall. 

Vice-Chairman Harold Kellar very ably handled the necessary business 
as Chairman Art Lockley was unable to take the position. 

Mr. H. I. Ireland, General Manager and Vice-President of the Canadian 
Rubber Company, Galt, was introduced by Les Lennox. In 1928 Mr. Ireland 
went with the Rubber Company as a payroll clerk and has risen to his present 
position. In the beginning of his address Mr. Ireland asked the all important 
question: “Is Accounting a Function of Management?” The speaker stated 
that the Daily Profit and Loss Statement could keep Management on top 
and still earn money for the company. By the Dynamic Accounting System 
the material and Jabour variance could be ecectively controlled by foremen’s 
bonuses. Mr. Ireland proved his thorough knowledge of Accounting in 
practically every phase by answering a number of questions at the comple- 
tion of his talk. 

The thanks and appreciation of the Chapter was expressed by Bob 
Taylor. : 

The December meeting is to be addressed by Mr. Gordon Friesen, the 
Administrator of the Belleville General Hospital. 


FORT WILLIAM-PORT ARTHUR 


The regular monthly meeting of the Chapter was held Tuesday, October 
15, 1946 at the Royal Edward Hotel. 

Chairman R. B. LeCocq called the meeting to order and Mr. D. R. 
Harrison introduced our special guests, Mr. R. S. M. Ausman, President of 
the Canadian Society and Mr. J. N. Allan, Secretary-Manager. 

Mr. Ausman brought greetings from the Dominion Council and from 
his own Chapter, Toronto and on behalf of the Dominion Directors thanked 
the Fort William-Port Arthur Chapter for their invitation to hold the 1947 
convention at the “Lakehead”. 

We were privileged to hear Mr. Ausman’s enlightening address on 
“Budgetary Control as an Aid to Management” in which he emphasized the 
importance and advantages of Budgetary Control in all its phases. 

Mr. Ausman was warmly applauded for his excellent address and on 
behalf of our Chapter, thanked by Mr. E. G. Charnock. 

Mr. J. N. Allan following Mr. Ausman paid tribute to the work of the 
volunteer workers in various Chapters, and clarified many of the problems 
of keeping student courses functioning. Touching on research, he mentioned 
that our Chapter will have representatives on the research committee of the 
Canadian Society. 

Mr. H. N. Bickmore moved a hearty vote of thanks which was seconded 
by the sustained applause of the members. 
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HAMILTON CHAPTER 


The largest dinner meeting of the Hamilton Chapter for some years 
was held on November 21st. Despite the fog that blanketed the highways, 
large delegations of visitors were present from Toronto and St. Catharines. 

W. Bailey, R.I.A., presided and an excellent musical programme was 
provided. 

Walter Furneaux, R.I.A., past Dominion President, introduced the 
speaker of the evening, W. H. MacDonnell, Industrial Relations Manager 
of the Canadian Manufacturers’ Association. Mr. MacDonnell spoke on 
The Future of Canadian Labour Legislation and Its Administration.” The 
speaker traced the background of labour relations in the industrial field, 
and offered the opinion that the tendency of the public to over-stress the 
importance of strikes has often hampered their settlement. He also stated 
that the lack of clarity in the provisions of Order 1003 has been the cause 
of some grief, particularly with regard to the question of what constitutes 
a majority in the matter of union recognition. Mr. MacDonnell stated that 
collective bargaining by groups who did not constitute a majority of the 
employees of a plant had a tendency to jeopardize contracts. The speaker 
emphasized the fact that legislation is not the cure for industrial ills. There 
appears to be a tendency in some quarters to regard new legislation as 
necessary every time a major labour dispute reaches a serious stage. Labour 
contracts are not enforceable either in British or Canadian Courts of Law. 
Experience has proven, that peaceful relations between employer and 
employee are attained through co-operation, which in turn is based on 
mutual trust. 

Mr. MacDonnell believed that it would be a service to the members 
of the union and to the public if unions were required to file annually with 
the Department of Labour a copy of their by-laws, a list of officers and a 
financial statement. As a matter of fact, this is the procedure at present in 


Nova Scotia. 
KITCHENER CHAPTER 


A recession in business in 1947 followed by several years of stabilized 
conditions and then a depression by 1950, was forecast by J. G. Davies, 
secretary-treasurer of the N. Slater Co. Ltd., of Hamilton, at the October 
meeting of the Kitchener Chapter, Wednesday evening, October 23, held at 
the Blue Room of the Royal Hotel, Guelph. 


Bad times would result from the present attitude of labor leaders seek- 
ing higher wages with decreased hours unless production is increased and 
the domestic and export markets can be held, Mr. Davies said. Speaking on 
the subject, “The Battle of the Bulge: Costs vs. Prices,” the speaker likened 
the war boom to the Battle of the Bulge in the last war, predicting that out 
of the struggle in business to-day will come the survival of the fittest. 

Chairman G. Mel Walker, of Kitchener, presided and Secretary-Treasuret 
Earl Gillespie, of Waterloo, announced that Mr. Walker had that day been 
appointed secretary-treasurer of the Canadian Transformer Ltd., Waterloo. 
Two new members were introduced: S. Krukowski, of Kitchener, and F. C. 
Drewery, of Guelph. Fifty-five members and guests were present. 
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LETHBRIDGE CHAPTER 


On Wednesday evening, October 23rd, the Lethbridge Chapter was 
privileged to receive a visit from Mr. R. S. M. Ausman, President of the 
Canadian Society and Mr. J. N. Allan, the Secretary-Manager. 

As an invitation was extended to several local businessmen to be with 
us for the occasion, it was decided to hold a dinner meeting in the Marquis 
Hotel. After an enjoyable*meal at which 43 visitors and members were in 
attendance, Mayor Shackleford on behalf of the City of Lethbridge, and Mr. 
J. B. Whelihan, of Edmonton, President of the Alberta Society extended 
official greetings. 

Mr. Ausman then gave a very enjoyable and informative talk on the 
history and growth of the Society. 

Mr. Fred Ougden, of Calgary, the Alberta Provincial Secretary- 
Treasurer, introduced Mr. Allan, who gave us a very interesting report on 
the work of the organization. 

After the meeting the guests, together with several members of the 
Lethbridge Chapter, adjourned to the home of Vice-President, Don Brown- 
rigg, where an informal visit was enjoyed with the visitors. 

It was an evening that will long be remembered by the Lethbridge 
Chapter. a 


VICTORIA CHAPTER 


The October meeting of Victoria Chapter, held Wednesday evening, 
October 30th, was featured by the presence of the Dominion President, Mr. 
Ausman and Mr. Nelson Allan, Secretary-Manager. 

The Victoria Directors had previously arranged for a small dinner 
meeting with our visitors who were accompanied by Mr. F. Coburn and Mr. 
N. Terry, of the British Columbia Council, followed by a general meeting of 
members at the Empress Hotel. Mr. Marshall, Chairman of Victoria Chapter, 
presiding, tendered a warm welcome to our guests and introduced Mr. Aus- 
man who followed with a most instructive address entitled “The Financial 
Budget as an Aid to Control of Commercial Business.’”” The Chairman next 
introduced Mr. Allan who reviewed the activities of the Society, spoke in 
enthusiastic terms of the advantages of membership therein and made an 
appeal, especially to Student Members, to continue their studies with the 
enthusiasm necessary to attain their goal. 

Mr. Coburn brought greetings from Vancouver and Mr. Terry gave facts 
and figures pertaining to British Columbia activities. 

Other speakers during the evening were a few appreciative and humor- 
ous remarks from Mr. Genn and Mr. Harvey, an invited guest and finally 
Mr. Harris, Victoria Vice-Chairman, who, in well chosen words, expressed 
the thanks of all present to our principal speakers. 


MONTREAL CHAPTER 


The second meeting of the Montreal Chapter was held in the Mount 
Stephen Club on Friday, November Ist, 1946, when the members gathered 
together to hear H. Heward Stikeman, B.A., B.C.L., give us the benefit of 
his broad knowledge and experience in Income Tax matters—the subject of 
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his discussion being “Effect of Recent Changes in Income Tax Law.” 

Our Guest Speaker joined the Income Tax Division as a solicitor in 
1939; was appointed as Counsel and Executive Assistant to the Commissioner 
of Income Tax in 1941; was then promoted to the position of Assistant 
Deputy Minister (Legal) of the Department of National Revenue in Janu- 
ary, 1944. Mr. Stikeman is now in practice in Montreal as a partner in the 
firm of Foster, Hannen, Watt & Stikeman. He is also the Editor of the 
Dominion of Canada Taxation Service and Canada Tax Cases Annotated, 
the Stikeman Income Tax and E.P.T. Consolidation and also general editor 
of the Tax Editorial Department of Richard DeBoo Limited. 

Speaking to a capacity audience, Mr. Stikeman voiced the belief that 
when the Income Tax Appeal Board and the Income Tax Advisory Board 
merge into one genuine Board of Tax Appeal meeting requirements of the 
Senate Committee's report, Canada will take its place in taxation matters on 
a plane as high as that of the United States and the United Kingdom. We 
could go on with his remarks, but that might interfere with the plan to 
have the subject presented in article form in this issue. At any rate, from 
the time Ray Bissell introduced Mr. Stikeman until Percy Wright had ex- 
pressed our gratitude, we spent an extremely profitable and interesting 
evening. 


A Message from the President 


In company with the Secretary-Manager, your President visited our 
Western Provincial Societies and Chapters during the period, October 13th 
to November 4th. The traditional Western hospitality was very much in 
evidence everywhere we went which made our visit most pleasant, and for 
which we wish to say a sincere “Thank You.” 

While I do not intend, at this time, to report our visitation in detail, I 
feel that the members at large will be interested in knowing that we found 
the affairs of our Socicties in the West in a very healthy condition, and the 
responsibility resting in very capable hands. 

I want, particularly, to refer to the interest and activity in the Student 
Group of each Chapter. The efforts of the Educational Committees to secure 
senior members to counsel the Student Groups have resulted in obtaining 
th services of a number of our members for this important task. These men 
are well qualified for the work they have undertaken, and are gladly making 
the necessary sacrifices to organize student assistance. 

Other important matters, some particularly referring to our educational 
program, were given much consideration during our visit but at this time, 
owing to final arrangements of detail not being completed, I am not in a 
position to make a definite report in regard to these matters. 

One of the main objects of the yearly visits through the West by 
Executive Officers is to keep our Western members in as close contact as 
possible with the Eastern section of our Society. Members at large can be 
of great assistance in this endeavour, if, when travelling West or in the 
case of Western members travelling East, they would contact any of the 
officers of the Society and particularly if their plans are known sufficiently 
in advance that they could assist at a Chapter meeting where they may be 
visiting. R. S. M. AUSMAN. 
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New Chapters Formed 
SHERBROOKE CHAPTER 


On Thursday, October 3rd, the organization meeting of the Sherbrooke 
Chapter of the Cost & Management Institute was held with forty persons in 
attendance. Mr. J. C. Dagneau, formerly a member of the Windsor Chapter 
presided. , 

Present on this occasion was the President of the Cost & Management 
Institute, Mr. A. J. Dolbec of Quebec City and Mr. Romeo Query, Chair- 
man of the Quebec City Chapter. Mr. Dolbec addressed the meeting on 
behalf of the Cost & Management Institute and Mr. Query brought greet- 
ings and best wishes from the Quebec City Chapter. Mr. Don Peddie, 
Treasurer of the Cost & Management Institute brought greetings from the 
St. Maurice Valley Chapter. Mr. P. W. Wright, Past President of the Cost 
& Management Institute and Mr. C. P. Dumas, Secretary, spoke on the 
educational work and the history of the Quebec Society, respectively. The 
Secretary-Manager outlined the aims and objects and activities of the Society. 

After a very interesting discussion, it was unanimously decided that a 
Chapter of the Cost & Management Institute should be organized and that 
an application for a charter should be made. The provisional officers and 
directors elected are as follows: 

Chairman, J. C. Dagneau, Auto Hoists Supplied Reg’d.; Secretary, Les 
Memory, Superheater Company, Ltd.; Directors, R. M. Cutts, Canadian 
Ingersoll Rand; H. Moffatt, Hall Machinery; R. Blake, Union Screen Plate; 
R. Tate, Julius Kayser Co.; E. Sutherland, Philip Carey, Ltd. 


NEW WESTMINSTER CHAPTER 


At an organization meeting of the Society of Industrial Accountants of 
British Columbia held in the Canadian Legion Club Room, a New West- 
minster Chapter was inaugurated by sixteen local business men and women. 
Unanimous support wes expressed after an informal question period con- 
ducted by C. H. Davis, &.1.A., Secretary-Treasurer of the B.C. Society. 

The election of of.icers resulted in the installation of: 

Chairman, H. B. Everett, C.G.A., R.I.A., Westminster Iron Works 
Ltd.; Vice-Chairman, W. I. Reid, Jr., Westminster Iron Works Ltd.; Secre- 
tary-Treasurer, Wm. Coop, Public Accountant. 

Keen interest was displayed in the formation of a study group and 
plans are being formulated to advance this feature as rapidly as possible. 


OKANAGAN CHAPTER 


On November 8th, eighteen accountants met in the office of Mr. R. G. 
Rutherford, C.A., to discuss the possibilities of forming a Chapter of the 
Society of Industrial Accountants of British Columbia. Mr. N. Abramsen, 
2nd Vice-President of the B.C. Society and the Secretary-Manager were 
present. 

Mr. Abramsen gave an interesting address concerning the history and 
activities of the British Columbia Society, dealing specifically with the 
educational activities. The Secretary-Manager outlined the aims and objects 
of the Society and the advantages to be gained from Chapter activities and 
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membership in the Society. During the discussion which followed, it was 
suggested that the Chapter should take in the whole of the Okanagan Valley 
and it would, therefore, be appropriate to use the name of Okanagan Chapter. 

A lively discussion developed concerning the courses given and the 
many benefits which can be derived from General Membership. The motion 
was formally moved and seconded in favour of the formation of the Oka- 
nagan Chapter of the Society of Industrial Accountants of British Columbia 
which motion was unanimously carried and the following were elected 
Provisional Directors: C. E. R. Bazett, Geo. E. Browne, C. Brannan, D. S. 
Buckland, Geo. Jewell, B. M. Millner, C. Schmok. 

It was, therefore, decided that a meeting of the Provisional Directors 
to elect the officers should take place November 13th at the office of B.C. 
Tree Fruits Ltd. 

It is with great pleasure that we welcome these three new Chapters into 
our Society and we extend to them our very best wishes for their success. 
With every new Chapter comes an added source of accounting knowledge 
which can only increase the value of our Society to the individual members. 

With these three new Chapters, the Canadian Society of Cost Account- 
ants and Industrial Engineers now has twenty-one Chapters. 





Current Literature Digest 


(By HAROLD BRICKER, C.G.A., R.A.) 
THE PAINS OF WORLD RECOVERY PROGRESS HERE AND THERE 


Currency inflation or devaluation is beginning to be disclosed in the 
current economic manoeuvers at the international level. We note one com- 
ment on our neighbour relations where one authority states, regarding 
U.S.A. funds: “To take an order now for several thousand dollars worth of 
goods for delivery to the U.S.A., some months from now, is, at a price fixed 
in $ U.S.A., actually, economically, quite dangerous.’ It might be well to 
watch the situation in this respect closely. 

Another case is: “Working class dwellings, in the U.K. housing pro- 
gramme, renting at 10s per week, even less elaborate than our Wartime 
Housing, require a subsidy, per dwelling, of at least £600, ($3,000.)”. 

The recent lifting of the majority of the price controls in the U.S.A. 
has created a condition where other nations are faced with the choice of 
adjusting their policies in the same direction, or increasingly separate their 
economies from that of the U.S.A. 

While there is some pressure in Canada for the lifting of controls, the 
recent radio taiks of Donald Gordon have tended to explain to the general 
public the Government point of view as supported by the population at 
large, economically, in which the Canadian price controls are protecting 
Canadian economy. It is acknowledged by many of us that we are in much 
better shape individually and financially than people of many other countries. 
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THE PLACE OF ACCOUNTING IN A DECENTRALIZED 
ORGANIZATION 


The article by Alexander Macgillivray, Director of Accounts and 
Finance, R.C.A. Victor Div., Camden, N.J., in the current N.A.C.A. Bulletin, 
gives in condensed form some of the executive responsibilities as specifically 
set forth in the organization manual. They include: 

1. Participate in the development of over-all company policies for the 
establishment of division-wide, sound, and practical financial, accounting, 
budget, tax, and other policies and procedures. 

2. Represent top management's interest in the administration of all 
accounts and finance matters division-wide through direction of the accounts 
and finance department and its various divisions. 

3. Arrange for audit and accounting of financial transactions, operating 
methods of the division, and compliance with standard procedure instructions. 

4. Assist department management in the selection of personnel for key 
positions in accounts and finance activities, including product department 
controllers, all men reporting directly to them, and all plant accountants, 
and approve all final selections prior to commitment. 

5. Maintain the necessary and proper relations with the company’s in- 
dependent auditors, government tax agents and auditors, and with such 
other agencies as may be required in the discharge of accounting, auditing, 
tax, or other connected functions. 

6. Advise the operating vice-president of significant changes and trends 
in the profit and financial status, and on budget performance of the division, 
product departments, and plants. 

To carry out these directions, the responsibilities are divided among 
assistants to take charge of financial and accounting duties. 

For example, the Product Controller, to carry out his duties, has an 
organization reporting directly to him, covering all accounting and budgeting 
functions except those involving COST accounting. Since cost accounting 
work is carried on in the plants, the plant accountant reports administratively 
to the plant manager and functionally to the product controller. 

Briefly, the duties and responsibilities of the product controller are as 
follows: 

1. Participate in the development of departmental policies and interpret 
such policies throughout his department. 

2. Develop financial policies for the department in accordance with the 
over-all financial policies. 

3. Supervise the administration of his department's budget activities, in 
accordance with the over-all budget programs. 

4. Analyze financial statements and operating reports to determine the 
cause for significant changes and trends and bring these factors to the atten- 
tion of the general manager and other operating executives. 

5. Assist in the selection of plant accountants and supervisory personnel 
in the plant accounting departments. 

6. Supervise the administration of the office services and procedures. 

The product controller has taken over the majority of the general office 
operating accounting functions. 

The organization structure and the organization chart define lines of 
responsibility and authority, but do not indicate the channels of contact. 
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Contacts between units of an organization should be carried out in the 
most direct way. In making such contacts, however, it is the duty of each 
member of the organization to keep his senior informed on: 

1. Any matters on which his senior may be held accountable by those 
senior to him. 

2. Any matters in disagreement or likely to cause controversy within or 
between any units of the division. 

3. Matters requiring advice by the senior or his co-ordination with 
other divisional units. 

4. Any matters involvingtrecommendations for changes in, or variance 
from, established divisional policies. 

For example, if the general controller wishes to discuss matters of 
accounting policy or practice, he goes direct to the product controller, who, 
in turn, is responsible for keeping his senior, the general manager, informed 
of any items of significance. The same is true if the product controller 
wishes information from the plant accountant or members of his organization. 
By the same token, if the plant accountant desired information from the 
general office staff, he would go direct to the person best able to furnish 
the data. 

Decentralization has made it possible for more men to assume controller- 


ship responsibilities and enhance their value to the organization. 


OFFICE PLANNING AND LAYOUT 


While industry is streamlining, it is most expedient that office service 
be given similar attention. The Journal of Accountancy, in their Office 
Methods department, by George H. Sherwood, reviews some up-to-date facts 
that may be considered in office planning. Estimates of future expansion are 
of maximum importance where new firms are buying or building -office 
quarters. Lighting is a major consideration in the modern office, but the 
departmental arrangement of the personnel so as to provide an efficient flow 
f communication and production will contribute in no small way to that 
department of administration. Some points on location may well be set out 
for general information supporting planned efficient arrangement factors. 
(a) Aisles, or passageways, leading to the main exits should be never less 

than 44 inches wide. Minimum aisle space between the rows of desks; 

36 inches for the secondary aisle, 44 inches for the intermediate, and 

60 inches for the main aisle. 

(b) The working space between the back of one desk and the front of the 
next desk—the clerk seat space—should never be less than 28 inches. 

(c) If files are set up front-to-front or to open toward an aisle, desk, or 
other piece of equipment, the main and_ subsidiary aisles should 
measure 44 to 66 inches and 28 to 36 inches respectively, when the 
file drawers are open. 

(d) Large open spaces are better than the same space cut into smaller rooms, 
because they make contro! and communication easier and provide 
better light. 

(e) Persons using pens or pencils should have the light coming over either 
shoulder. No employee should face the light. 

(f) Desks should face in the same direction. They should not face each 
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other, unless two people work together. Desks should not be placed 
tightly against, and facing, a wall or partition. 

For maximum efficiency, not more than two desks should be set side 
by side, enabling each person to be on an aisle and get in and out with- 
out disturbing anyone else. The highest practical number of desks 


~— 


(g 


per row is five. 

(h) Desks should be arranged to give a straightline flow of work so that 
each occupant will receive his work from the person behind or beside 
him. 

(i) Employees should be placed near the person having authority over them. 
After the area for each department has been established, with due allow- 

ance for expansion, each department must be located in its logical place. 
Departments having visitors should be conveniently accessable. The flow 
of work—the movement of clerical work through and between departments— 
requires careful thought so that there may be a minimum amount of travel 
from one department to another and from desk to desk. The assignment 
of individuals to respective locations is preferably left until the layout is 
well advanced. 

The approximate space requirement for a large company is considered 
as 100 square feet per person. This provides for an average number of 
private offices. This standard in any given instance depends (1) on the 
nature of the available space, rectangular-shaped rooms with considerable 
width generally lending themselves to a more economical layout than narrow 
or irregular shapes; (2) the character of work, which has a bearing on aisle 
widths, size of and distance between desks, and the number of file cabinets, 


etc.; (3) the need for private offices. 


BUSINESS ETHICS 


Eugene Wilson says: ‘The time has come for us manufacturers . . . to 
get out in the field and sell our ideals and our enterprises. . . . We who 
understand the Canadian way, who have confidence in it and know how to 
make it work, should rediscover its dynamic, constructive character and sell 
it back to the people.” 

His code of business ethics says, “We employers solemnly undertake to 
manage the enterprise tor which we are responsible, with due regard to our 
public and private responsibilities, along lines calculated to make it un- 
qualifiedly attractive and profitable for every employee, customer, and share- 
holder to: 1—CO-OPERATE, 2—WORK, 3—INVENT, 4—CREATE, 
5—INVEST, to the end that he or she may gain his or her security with 





‘ceiling unlimited”. 
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John S. Coleman, New President of Burroughs 
Adding Machine 


John S. Coleman has been named 
president of the Burroughs Adding 
Machine Company, Detroit, suc- 
ceeding Alfred J. Doughty, who 
resigned as president and a direc- 
tor on the advice of his physician. 
The change was effective October 
iF 


Mr. Coleman, a graduate lawyer, 
had been a vice-president and di- 
rector of Burroughs since May 
1944. Although only 49 years old, 
he brings to his new assignment 
more than 26 years’ experience in 
Burroughs marketing and manu- 
facturing. 


Mr. Coleman, the youthful new 
president, interrupted his law stud- 
ies to enter the army in the First 
World War. He completed his pre- 
legal training following his dis- 
charge,’ then joined with the Wash- 
ington, D.C., branch of the Guaranty Trust Company. Later, he served with 
the Federal Board of Vocational Guidance before being graduated in law 
and admitted to the bar, 





He began his Burroughs career in March, 1920, as a junior salesman at 
the Company's Washington branch. His outstanding selling record and talent 
for leadership eventually led him to the assistant managership of the Wash- 
ington branch and, in 1937, to the post of division manager. 


With the outbreak of World War II, Mr. Coleman assumed the critical 
responsibilities of liaison man between Burroughs and the Government in the 
negotiation for, and successful completion of, war contracts with the army 
and the navy for Norden bombsights. While in that capacity, he became 
assistant to the vice-president. 


In March, 1943, he moved to Detroit as executive assistant and became 
a vice-president and director the following year. He continued all during 
this time his important war contract duties and, in fact, broadened his re- 
sponsibilities to also include co-ordination and adjustment of Burroughs pro- 
duction facilities to meet the changing war-time picture. This was no small 
task, since those facilities were being asked to produce large quantities of 
both bombsights and accounting and figuring machinery. 
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Effect of Recent Changes in Income Tax Law 


(By H. H. STIKEMAN, B.A., B.C.L.) 
An Address Given Before the Montreal Chapter 


The Budget which Mr. Ilsley brought down on June 27th of this year 
was not sensational in any sense of the word. It was what has been termed 
by various financial authorities, a ‘negative’ Budget. The wide hopes as 
to the immediate and substantial reduction of tax rates were not fulfilled, 
the multiplicity of discretionary powers which torment the professional 
advisor and bedevil large and small taxpayers alike was not reduced, the 
recommendations of the Senate Committee and the public clamour for a 
Board of Tax Appeals with jurisdiction over discretionary matters was not 
heeded. This is not to say that a great deal of good constructive legislation 
was not introduced. I do not intend, however, to uphold or to criticize 
the Government's attitude in this Budget since I realize the limitations of 
the interim economic periods through which we are passing and the un- 
certainties of the inflationary progress which certain economists among us 
state to be already in motion. 

I shall deal with one of the more salient and, I think, the most im- 
portant feature of the 1946 Budget. Certainly it is the most revolutionary 
piece of tax legislation which has been introduced in Canada in recent 
years. I refer to the establishment of the Income Tax Appeal Board and the 
Income Tax Advisory Board. 

For some twenty-eight years the income taxpayers in this country have 
had only one formal-recourse on matters of dispute arising out of income 
tax assessments, namely, an appeal to the Exchequer Court. It is true that 
a benevolent, fair-minded and even-handed administration has in most cases 
meted out equity in the individual case whenever it was approached by the 
taxpayers. With the war, however, and the increase in the financial stake 
which the Crown came to have in taxes, and with a proportionate augmen- 
tation of the taxpayer's burden, the administration was placed more and 
more in the position of being a partisan in the struggle rather than the 
umpire between the law and the taxpayer. 

This attitude has been underscored by the enactment of section 32A in 
the Income War Tax Act and the increasing reliance by the authorities on 
rulings, such as that on depreciation which fixes rates at those taken by 
taxpayers as at December 31st, 1939. Further, as taxes increased in their 
weight they also increased in their scope. This is seen in the lowering of 
exemptions and the application of excess profits tax to individuals. These 
factors inevtiably increased the potential ground for dispute between tax- 
payer and Crown. They not only increased the grounds, but they also in- 
creased the prize at stake and the intensity of the clash of opinions. In 
short, appeals from assessments steadily increased in number and importance. 

In addition to the increase in appeals two other factors became tre- 
mendously important under the increased incidence of taxation. These 
were, first, the inability of a taxpayer to appeal in such a manner that he 
could affect the exercise upon him of Ministerial discretion and, second, the 
absence of a body of jurisprudence established by an impartial tribunal 
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which would take the place of all Departmental rulings or serve as a meas- 
ure against which all rulings could be judged and thus establish a fixed 
standard of Departmental and taxpaying conduct. 

I need say little about the difficulties which taxpayers have, or had, in 
taking appeals from Ministerial discretion. It is enough to say that I have 
participated on the side of the Crown in most of the Exchequer Court trials 
turning upon the exercise of Ministerial discretion since 1939. With the 
exception of the Supreme Court decision in the Wrights’ Ropes case, which 
may yet be reversed by the Privy Council, I recall only one case which 
turned upon the exercise of Ministerial discretion that was lost by the 
Crown. 

This was the Privy Council decision in the case of Pioneer Laundry and 
Dry Cleaners Limited vs. Minister of National Revenue, (1940) A.C. The 
Pioneer Laundry case, however, merely serves to illustrate my point. It is 
true that the Minister lost this case, when it is regarded as a lawsuit purely 
and simply, but it is also true that the taxpayer lost the case when it is 
viewed in the light of any benefits conferred upon him. 

The Pioneer Laundry case, to digress for a moment, was a case where 
an already existing company, Pioneer Laundry and Dry Cleaners Limited, 
sold assets which it had fully depreciated to a new company incorporated 
to purchase those assets at an appreciated value. Both companies were held 
by substantially the same shareholders. The Minister of National Revenue 
refused to permit the new company to charge depreciation on the new value 
of the assets, ruling that they had been fully depreciated in the hands of the 
vendor and could not be depreciated over again in the hands of the pur- 
chaser. The reason given by the Minister was that the two companies were 
to all intents the same taxpayer because the shareholders of each were the 
same persons. In view of the long-standing decision of the House of Lords in 
Salomon vs. Salomon, (1897), A.C. 22, that a corporate entity is separate 
and distinct from its shareholders, the Privy Council stated that the Minister 
had no right to base the exercise of his discretion upon such grounds. 
Accordingly, the matter was referred back to the Minister who collaborated 
by permitting the Pioneer Laundry and Dry Cleaners Limited to depreciate 
the new assets in question at very low value. Thus, while the Minister lost 
the case the Court had no power to substitute its opinion for his ruling, and 
merely referred the matter back to him for a re-exercise of discretion on 
proper grounds. This principle has been repeated again and again by various 
judges of the Exchequer Court.” The latest and most important instance of 
the enunciation of this principle is found in the decision of Mr. Justice 
Thorson, President of the Exchequer Court, in the case of Pure Springs 
Limited vs. the Minister of National Revenue, (1946), C.T.C. 


Public feeling in regard to the unfettered exercise of Ministerial discre- 
tion was crystallized when a Special Committee of the Senate was constituted 
toward the end of last year to examine into the provisions and workings of 
the Income War Tax Act and the Excess Profits Tax Act. This Senate Com- 
mittee heard some 23 witnesses comprising among them important organiza- 
tions, associations and individuals and conducted its enquiry over a period 
lasting some eight months. The Committee divided its field of survey into 
three main segments. First, the need for a Board of Tax Appeals, second, the 
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dations which are extremely useful. Their main suggestion was for the 
setting up of a Board of Tax Appeals. It is proposed to accept this sugges- 
tion with certain modifications.” 

It is important to note that the only suggestion accepted by the Govern- 
ment was the one that a Board be set up. The modifications, however, with 
which this was accepted, are so great as to make the establishment now 
indicated so limited in its jurisdiction over that recommended by the 
Senate Committee's Report as to make it difficult to understand why the 
Minister of Finance linked the two together. 

By Part VIII A and the Third, Fourth and Fifth Schedules of the In- 
come War Tax Act, enacted in 1946, the entire appeal machinery and legal 
recourse for disputes arising from assessments made under the Income War 
Tax Act is changed. The new law relates to appeals from assessments of 
1946 and subsequent years. The old provisions for direct appeal to the 
Minister and thence to the Exchequer Court for 1946 and future assessments 
have been abolished and two new bodies have been interposed between the 
Minister and the Exchequer Court. These two bodies are known as the 
Income Tax Appeal Board and the Income Tax Advisory Board. The In- 
come Tax Appeal Board is a Court of record to hear questions of law 
arising out of assessments made by the Minister of National Revenue under 
the Income War Tax Act. It has no jurisdiction to consider questions 
arising on assessments under the Excess Profits Tax Act, 1940, or the 
Succession Duty Act. Nor has it any jurisdiction to review questions of 
Ministerial discretion since these have been stated by the Exchequer Court 
in recent judgments to be matters not relating to the assessments, but 
incidents which must be settled as one of the many administrative acts per- 
formed prior to arriving at the assessment. See Pure Springs Company 
Limited vs. Minister of National Revenue, (1946) C.T.C. 

The Income Tax Advisory Board on the other hand is not a Court of 
Record and is not a'body which can bind the Minister or alter his decisions. 
It is, as its name suggests, an Advisory Committee to assist the Minister 
and to advise him in the exercise of his Ministerial discretion in respect of 
certain limited and specified sections of the law. 

The net effect of these new bodies is that in respect of the Income Tax 
Appeal Board a taxpayer has a cheap and speedy legal tribunal to which he 
can refer his cases on questions of law only and from which he may still 
appeal to the Exchequer Court and from thence to the Supreme Court of 
Canada and to the Judicial Committee of the Privy Council by leave. There 
is still no authority granted to this body to review discretion and its juris- 
diction is thus no wider than that hitherto vested in the Exchequer Court. 

The Income Tax Advisory Board is not given final jurisdiction, nor any 
binding authority, in questions of discretion. Accordingly, all that is added 
is a body to which the taxpayer may refer his case to make sure that his facts 
have been fully appreciated by the authority exercising discretion. 

INCOME TAX APPEAL BOARD 
Composition 

The composition of the Income Tax Appeal Board is set out in the 
Third Schedule to the Income War Tax Act, Sections 1, 2 and 4. This Board 
is to be appointed by the Governor in Council and to consist of a Chairman, 
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two Assistant Chairmen and not less than three, or more than nine other 
members. The Chairman and Assistant Chairmen must be either a Judge 
of the Superior Court of Canada, or a barrister or advocate of at least ten 
years’ standing at one of the Provincial Bars. If a Judge is appoisted he 
cannot retain the appointment unless he resigns from the Bench within three 
months. No individual can be appointed to this Board who is sixty-five years 
of age or over. When appointed the office will be held for ten years, but it 
is presumed that he may be reappointed. 

A number of other provisions are contained in the Third Schedule to 
which reference should be made, among which is the provision that the 
Chairman shall live in Ottawa or within five miles thereof, while the other 
members shall live in such places as may be prescribed. This indicates that 
the Board may either travel or have resident members throughout the 
country who may, under other powers of the sections, appoint individuals 
to act with them for temporary hearing purposes. 

The composition of the Income Tax Advisory Board is contained in 
sections 1 and 2 of the Fifth Schedule, which substantially provide that 
the Board shall consist of a Chairman and not less than two or more than 
six other members. There is no professional limitation upon the qualifica- 
tions of the Chairman, or the other members. The only limitation being 
that they be less than sixty-five years of age, after which they cannot 
remain a member. As in the case of the Income Tax Appeal Board, however, 
every member holds office for a period of ten years, but may be removed 
for cause at any time by the Governor in Council. They may, however, be 
reappointed at the expiry of the ten-year term if they are not disqualified 
by age. 


Steps Required in Approach to Income Tax Appeal Board 


The law regarding the technical and chronological requirements of pro- 
ceeding to the Income Tax Appeal Board is found in sections 69A, 69B and 
the Third Schedule, sections 5,.6 and 7 of this Act. 

Without going into detail on these requirements, in view of the fact 
that this Board is not yet established and that when it is there will doubtless 
be regulations and rules setting forth in a complete manner the technical 
requirements, the following steps appear essential from the present law :— 

(1) After a taxpayer receives a Notice of Assessment he must within 
two months after the day of mailing thereof serve the Minister with a Notice 
of Objection, in duplicate, setting out the reasons and facts. This must be 
mailed, as stated, within two months, which does not mean sixty or sixty- 
two days, but means two calendar months, whatever they may be, following 
the date of the mailing of the Notice of Assessment. 

(2) When the Minister receives the Notice of Objection he must re- 
consider the assessment and either vacate or confirm it. He must notify the 
taxpayer accordingly by registered post. 

(3) In cases where the taxpayer has served a Notice of Objection as 
above on the Minister he has the right to appeal to the Income Tax Appeal 
Board to have the assessment vacated or varied. In order to make this appeal 
he must act by serving a Notice, in triplicate, and in the proper form upon 
the appropriate Inspector of Income Tax. 
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The Notice of Appeal to the Income Tax Appeal Board must be 
served :— 

(i) Within three months from the day notice has been mailed to 
the taxpayer by the Minister that he has vacated or confirmed the 
assessment, or that he has reassessed, or, 

(ii) Within six months from the service of the taxpayer's Notice 
of Objection in cases where the Minister has not notified the taxpayer 
that he has vacated or confirmed the assessment, or reassessed. 

(4) Immediately the Notice of Appeal is received by the Inspector of 
Income Tax he must forward to the Board copies of all the documents rela- 
tive to the assessment and every officer or person employed in connection 
with the administration or enforcement of the Income War Tax Act is also 
required to supply. the Board with any information or assistance in con- 
nection with any appeal that the Board may reasonably require. 

(5) The appelant must pay to the Inspector of Income Tax a fee upon 
the filing of the Notice of Appeal not exceeding $15.00. If the appeal is 
allowed, in whole or in part, the fee will be returned to the appellant. If no 
part of the appeal is allowed, the fee will be lost and retained by the Crown. 
No costs may be awarded in the disposition of an appeal and no fees may be 
charged by the Board with the exception of that above mentioned. 

(6) The Board may dispose of an appeal by 

(i) dismissing it; 

(ii) making the assessment that should have been made, or 

(iii) rescinding the assessment and referring it back to the Minister 

for reconsideration and reassessment. 

(7) The Registrar of the Board shall, upon the disposition of an appeal, 
forward a copy of the decision and the reasons therefor to the Minister and 
to the appellant by registered mail. 

(8) The Minister or the taxpayer may, within four months from the 
date on which the Registrar mails the decision from the Income Tax Appeal 
Board, appeal to the Exchequer Court of Canada by serving a Notice of 
Appeal on the taxpayer or the Minister, as the case may be. 

(9) Within one month from the date the appeal is instituted, that is, 
the document is filed with the appropriate authorities, securities for costs 
must be filed in a sum of not less than $400.00. 

(10) The Registrar of the Income Tax Appeal Board shall, when he has 
received copy of the Notice of Appeal, transmit to the Registrar of the 
Exchequer Court all paper filed with the Board, together with a transcript of 
all proceedings before the Board. 

(11) The Court may dispose of the appeal, 

(i) by dismissing it; 

(ii) by rescinding the assessment; 

(iii) by varying the assessment, or 

(iv) by referring the assessment back to the Minister for further 
consideration and reassessment. Costs may be assessed against either 


party. 

From the Exchequer Court an appeal may be lodged with the Supreme 
Court of Canada and, upon leave being granted, to the Judicial Committee 
of the Privy Council. 
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APPROACH TO INCOME TAX ADVISORY BOARD 


[he law regarding the requirements of the proper approach to the 


Income Tax Advisory Board is contained in sections 69E and the Fifth 


Schedule to this Act, sections 5, 6 and 7. 

(1) A taxpayer who objects to a decision of the Minister may, in the 
exercise of a power conferred by one of the following provisions of this 
Act, within two months after the day upon which notification of that de- 
cision be sent to the taxpayer, object by filing a Notice of Objection in 


triplicate, signed by the taxpayer or his duly authorized agent in such 


form as may be determined by the Minister upon the appropriate Inspector 


of Income Tax. 


(2) The Minister upon receipt of the objection must reconsider his 
decision and must, as soon as possible, 


(i) Revise it as requested by the taxpayer and notify the taxpayer 


accordingly, or 

(ii) If he intends to affirm the decision, or make some variation there- 

in other than that requested by the taxpayer, he must notify the tax- 
' 


payer accordingly by registered mail. 


(3) If the Minister informs the taxpayer that he intends to affirm the 


decision, or make some variation therein other than that requested by the 
taxpayer, the latter may within two months from the date of notification 
from the Minister require the Minister to refer the objection to the Income 
Tax Advisory Board by serving a Notice in triplicate in a form prescribed 
by the rules upon the appropriate Inspector of Income Tax which must be 
forwarded by the Inspector to the Board. 
(4) A taxpayer must pay to the Inspector of Income Tax a fee not ex- 
ling $15.00 upon the filing of the Notice of Objection. If the Board 
advises the Minister to withdraw or vary his decision, the fee will be re- 
turned to the taxpayer, but not otherwise. 


Board may summon any witnesses and require evidence orally 





or in writing on oath and may require the production of such documents and 


things as may be required for a full investigation of the facts. The Board 
may enforce the attendance of witnesses and compel them to give evidence. 
(6) Where an objection has been referred to the Board, the Minister 


shali reconsider his decision after receiving the report and advice of the 


Board with reference to the objection. The Minister is not bound by the 
findings of the Board and need not follow its report and advice. 


I perhaps should say a word about presentation of appeals to both 


Boards. Before neither Board is representation limited to legal counsel. The 
taxpayer may appear himself, his lawyer may appear for him, his accountant 
may appear for him or his friends may appear for him. It is also provided 
that with the consent of the Minister and the appellant written submissions 
may be ordered either in addition to the oral hearing or in place of the 
oral hearing. This, therefore, makes the Board even more flexible than the 


of Referees which requires not only written submissions but 





current B : 
the appearance of the taxpayer. 


In my opinion an accurate legal ascertainment of tax liability rests upon 


two fundamentals— 
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(1) that of principle, as reflected in the Statutes and the decided cases, 
and 

(2) that of facts and figures and the accurate computation of liability 
as a matter of calculation. 

Accordingly, I feel that in most cases a taxpayer can scarcely consider 
that he has properly presented his case without the assistance of both a 
lawyer and an accountant. It is my view, and one which has become more 
strongly fixed in my mind since my experience in private practice, that a 
taxpayer contemplating an appeal to either one of these bodies should do so 
only after consultation with his lawyer and accountant unless the question 
is one of pure law only. 

I have found that the presence of an accountant at a hearing either 
before the Board of Referees, or as I anticipate, before one of these Boards, 
is not only a source of moral strength to the lawyer who is arguing the 
matter, but is also very helpful in making the points of fact and evidence. 

I therefore trust that taxpayers will come to regard both our professions 
as essential to a proper disposition of most tax problems. For my part I 
would be reluctant to proceed to a trial even before the Exchequer Court 
without an experienced tax auditor at my side. I am therefore very glad to 
see that the requirements of these two new Boards permit the active partici- 
pation in the proceedings of the accounting profession. With this joint ap- 
proach our two professions will, I think, evolve a creature who is part 
solicitor, part barrister, part auditor and part accountant and who is all tax 
counsel. In time this individual will come to be recognized by the taxpaying 
public and by the bodies and Boards before which he appears as being a pro- 
fessional man as specialized and as necessary in his own field as the patent 
attorney has become during the twenty-five years preceding this war. 

But to get back to my thesis. In spite of the shortcomings of these 
Boards which I have pointed out to you and in spite of the little practical 
extension of the jurisdiction of the Exchequer Court or of the Minister I 
feel that they represent a great step forward. We now have the machinery 
which can be moulded and adapted to the function which we wish to see it 
perform. I feel that the day may not be too far distant when we will see the 
activities of these two Boards merged in one genuine Board of Tax Appeals 
which will meet all the fundamental requirements of the Senate Committee’s 
Report. When that day comes income taxation in Canada will have taken its 
place on a plane as high in the public mind as that which it now occupies 
in the United States and the United Kingdom. If we can establish that 
impartial, broad, judicial attitude towards taxation as a matter of principle 
and as a matter of individual rights and not as a matter of necessity or 
expediency of administration it will not matter that the rates may remain 
high, for all men will be assured that they will pay only what is their due 
under the law. 
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Department Store Accounting 


By F. W. FUNK, Controller, Hudson’s Bay Company, Calgary 
(An Address Before the Calgary Chapter) 


The three Main Divisions of a departmental store organization are 
operations, merchandise and control. The Senior Executives in charge of 
the three divisions are the Superintendent, Merchandise Manager, and the 
Controller. The Store Manager looks to each of these for an individually, 
efficient operation and for the greatest possible co-operation with the other 
divisions in securing for the store, success in its objective: Buying and selling 
merchandise at a profit. 

The Control Division’s Principal Responsibilities are: 


Accounting General Merchandise Traffic—Receiving, 
Expense Control Control Checking and Marking 
Statistics 


In more detail this covers: 
Merchandise Budget Basic Stock Records Head Office Forms 


Expense Budget Traffic Office General Accounts 
Operating Budget Credit Office C.0.D. Records 
Statistical Office Receiving and Marking Accounts Payable 
Cash Office Stock Rooms Accounts Receivable 
C.O.D. Cashier Addressographs Inventories 

Layaway System Contracts Systems and Forms 
Payroll Office Legal Internal Audit 

Mail and Files Licenses Research 

Sales Audit Subscriptions 

Unit Control Insurance 


This outline has been given so that you may have some idea of what 
the Controller does with his time. It is my understanding that you, how- 
ever, are principally interested in hearing about accounting in a Depart- 
mental Store. I won’t attempt to cover the entire accounting system, but 
shall confine my remarks to the items which come under the following 
headings: ‘ 

Retail Method of Inventory Departmental Margin Budgets 

What is the Retail Method of Inventory? This method, as its name 
implies, enables us to determine at any given time the value of the stock on 
hand, at retail. To illustrate: 

The Retail Value of Stock at Start of Period. 

Retail Value of Purchases, plus. 

Retail value of any increases in Marked Prices or M.U.— 

Gives the Total Retail Value of Merchandise which must be accounted 
for—which we will call I. 

Then Sales 

Retail Value of any reductions in Marked Prices, plus. 

Retail Value of any allowances made 

Gives us the Retail of Values Going Out—which we will call 2. By 
subtracting 2 from 1, we obtain the Retail Value of the Stock which should 
be on hand. 
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In order to obtain the information required to work out this formula, 
it is necessary to keep a running record of stock values, through the main- 
tenance of records showing the department's sales, purchases, price changes, 
and stock on hand at the beginning of the season. Periodically, a physical 
count of the actual merchandise on hand is taken. This is done to check the 
accuracy of the Book Inventory arrived at as already described. This is the 
theory behind the Retail Method of Inventory. I will try to explain how it 
operates. 

We begin any given period with an opening Inventory at a certain cost 
and retail. This is the actual physical Inventory after all adjustments have 
been made. The buyer, after examining the merchandise on arrival, plans 
a certain retail value on it. The Invoice is then charged to the department 
at its prime cost, including Sales Tax and retailed value. Freight and cartage 
covering transportation of the merchandise and Buying Office charges are 
an added cost of the merchandise. Sometimes, very rarely, merchandise is 
re-marked at higher than the original price, and therefore, represents an 
addition to the retail value of the merchandise. Now, by taking our opening 
Inventory at cost, plus the prime cost taken from Invoices of goods pur- 
chased, plus transportation and Buying Office charges, we have the total 
cost of all merchandise which the department has had. Then by taking the 
retail value of the opening Inventory, plus the retail value of the merchandise 
purchased, plus the added value of any re-marked merchandise, we arrive at 
the retail value of the merchandise the Department has had. The difference 
between the retail and cost value of the merchandise represents the dollars 
in Markup. The Markup percentage is expressed as a percentage of the 
retail value of the merchandise. It is an average of the markup on the 
opening Inventory and purchases. 

Net Sales plus markdowns representing merchandise re-marked at lower 
than original price, indicates the total amount by which the stock of mer- 
chandise has been reduced at retajl. By subtracting all the deductions at 
retail from the retail value of the stock the department had, we arrive at 
the retail value of the stock which should be left on hand. This should 
agree with a physical inventory when taken. The amount of shortage con- 
sidered reasonable depends on the type of department and on a comparison 
with the same department in other stores. 

We have already stated the method by which we arrived at the average 
markup percentage of the merchandise which the department had. It is 
reasonable to assume that the remaining merchandise at retail carries the 
same markup percentage. Consequently, it is a simple matter to find its 
cost value by deducting the markup percentages from 100% of the retail 
value and applying this percentage to the value of the merchandise left on 
hand. It follows that the cost of the merchandise sold is represented by the 
difference between the cost of all the merchandise the department has 
received, and the cost value of the merchandise left on hand. Deducting the 
cost of the merchandise sold from the Net Sales, we arrive at the gross profit 
for the department. 

The advantages of the Retail Method of Inventory is that gross margin, 
and therefore, net profit, can be arrived at without taking physical inventory. 
A statement is prepared by us monthly covering the operations of each 
individual department and for the Store as a whole. Physical Inventories 
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are taken semi-annually throughout the entire store. Where results are not 
satisfactory in individual departments, they may be taken more frequently. 
By comparing figures obtained by the Retail Method of Inventory with the 
Merchandise Budget (planned figures for the season), which we will discuss 
later, it is possible to forecast losses, and work to change them into profits. 

The main disadvantage of this method is that the average percentage of 
markup on the total Inventory, plus additions, may not necessarily be the 
actual percentage on the articles left in the resultant inventory. It has been 
found in the experience of hundreds of stores that this variation is very 
slight. Many tests of this method were made before the taxing authorities 
in the United States and Canada accepted it is a dependable method of 
calculating profit. 

Next we will endeavor to explain what we mean by Departmental 
Margin: 

It has often been argued by a Department Manager that comparisons 
of Net Profit between similar Departments in different stores do not indicate 
the real difference in operations. The basis for this claim is that the Depart- 
ment Manager has no control over a part of the expenses that are charged 
to his Department. These are expenses which we have classified as Indirect. 
They are fixed on an arbitrary basis and are dependant on conditions beyond 
the control of the Department Manager. For the purpose of obtaining a 
more accurate picture of the Department Manager’s operation, we use a 
figure we call Departmental Margin, which represents the amount left after 
the direct expenses only have been deducted from the Gross Margin or profit. 
It can readily be seen that this Departmental Margin figure presents a truer 
comparison picture of the Department Manager’s operations, since it elimi- 
nates all the expense factors over which the Department Manager has 
no control. . 

Based on past experience, we set standards of Departmental Margin for 
each Department, regardless of the Store in which the Department is located. 
For instance—our experience tells us that in a certain department, all stores 
should earn 32% Gross Margin, the Direct Expenses should not exceed 
15% and therefore the Departmental Margin should not be less than 17%; 
Indirect Expenses, even though they cannot be controlled by the Department 
Manager, are incurred by the Store for the benefit of the Department and 
must therefore, be paid by the Department. 

An explanation of what we consider Direct and Indirect Expenses may 
be next in order: 

There are a great many operations in a retail store in which expense is 
involved. It is, therefore, necessary, if a store is to keep its expenses in 
line, to have some method of classifying and controlling them. 

For many years, each retail store devised its own method of classifying 
and controlling expenses without a thought as to the methods employed by 
others. The result was, that there were nearly as many methods of account- 
ing for expenses as there were stores, and there was no common basis upon 
which the expenses of stores could be compared. 

After a great deal of study by representatives of leading United States 
Stores, a standard method of classifying expenses was finally agreed upon. 
In this way all the stores using this method are able to obtain the greatest 
amount of benefit from collaboration with interchange of figures. To-day 
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there are about 6,000 stores on the North American Continent who use the 
standard expense classification. We follow this expense classification set-up 
and consequently are not only able to make useful comparisons between our 
own Stores, but we can compare our expense performance with those of 
stores of similar size. 

The Direct Expense Classification includes: 


(a) Payroll (d) Interest and Trips 
(b) Display Insurance on Stock (f) Supplies 
(c) Advertising (e) Travelling—Buying (g) Delivery 
Payroll 


Because of the different types of merchandise handled in the various 
Departments, the amount of money available for salaries varies with each 
Department. Here again, drawing on the experience of hundreds of stores, 
we Can measure the amount which the Department can afford to spend on 
payroll, by reference to the standard percent cost of payroll to sales for 
that Department. 

Display 

The distribution of the cost of all windows to the Selling Departments 
is based on an estimate of the benefit each Department enjoys from the 
window displays. This method recognizes the principle, that although some 
Departments use windows to a very limited extent, they still receive a great 
deal from window displays, which, even though they may be displaying mer- 
chandise from other departments, nevertheless, promotes customer traffic 
for the Department which has no merchandise on display. 

Advertising 

A Department is charged directly for the newspaper space it uses or for 
any other direct Department advertising. 
Interest and Insurance on Stocks 

A Department must pay interest on the money supplied to finance the 
Department's purchases. Therefore, a Department Manager who has allowed 
himself to become overstocked adds unnecessarily to his expense through 
prepayment of increased interest. Interest is computed on the amount of 
stock he had on hand at cost at the beginning of the month’s operations. 
The Company's investment in the Department's stock is protected by insur- 
ance and this insurance is charged to Departments. Again, if the Depart- 
ment Manager has allowed himself to become overloaded with stock he is 
incurring a greater expense than necessary. 

Travelling 

Cost of transportation, living allowances, in connection with buying 
trips to the markets. 
Supplies 

Supplies used by a Department are charged to the Department at cost 
plus a small percentage to take care of the Supply Department Admin- 
istrator’s Cost. 


Delivery 

Each Department is charged a set rate per delivery. This rate varies 
according to the type of merchandise. It is natural that the unit charge for 
delivery on a pair of gloves should be less than the charge for delivery on 
a chesterfield suite. 


397 














COST AND MANAGEMENT 


Indirect Expenses, broadly speaking, may be classed as Administrative 
Expenses and Occupancy Expenses, or as it is usually referred to O. & O. 
or Occupancy and Overhead. 

Administrative Expenses include: 


(a) Executive Office welfare and tele- (f) Merchandise 
(b) Accounts Office phone service. Management 
(c) Credit Office (e) Advertising, other (g) Receiving and Mark- 
(d) Superintendency, in- than that incurred ing of Merchandise. 
cluding personnel directly by individ- 
personnel training, ual Departments. 


Occupancy Expenses include: 
{a) Rent 
(b) Light, Heat and Power 
(c) General Maintenance 

The Indirect Expenses are spread over the Selling Departments; the 
amounts to be charged each Department depending on a number of factors. 
For instance, our Food Departments operate largely on a cash basis. Con- 
sequently, they receive very little direct service from the Credit Department 
and enjoy a lower percentage rate of overhead. We combine Occupancy 
and Overhead under one percentage rate, rather than a separate charge for 
Occupancy and another for Overhead. To enable the Department Manager 
to know what his Indirect Expenses will be, these are estimated for the 
entire store and each Department's share determined on a monthly basis. 
This monthly amount is again based on Budgeted Sales and adjusted on trend. 

Coming now to the final of the three items which we started out to cover: 
Budgets 

Our fiscal year is divided into two periods of six months each; Febru- 
ary to July inclusive, and August to January inclusive. These we call the 
Spring Season and the Fall Season. Budgets are prepared in advance of each 
Season. This is so that careful thought and analysis can be given to insuring 
the success of the coming season’s operations. The Merchandise Budget is 
the first to be prepared for each Department in the Store. The Depart- 
mental Merchandise Budgets are then combined into a Master Budget for 
the Store. ; 

On these is shown the planned sales, stocks, purchases, markup and 
markdowns for the season. Either of two procedures is followed in making 
up the Merchandise Budget., In some stores the Department Manager re- 
ceives the Merchandise Budget sheet with last year’s figures filled in. In 
this case, it is up to the Department Manager to fill in the figures he expects 
to obtain during the coming season. Then they are discussed with the 
Merchandise Manager and Controller. In other stores, the Merchandise 
Manager and Controller, working together, fill in the planned figures based 
on their study of business conditions and on the prospects of the Store as a 
whole. When this is done, it is the job of the Department Manager to 
examine the suggested figures and recommend changes where the more 
detailed knowledge of his own operations leads him to consider them neces- 
sary. It has been my practise to use a combination of these two methods. 
In co-operation with the Merchandise Manager, figures are prepared for 
each Department independently of the Department Manager. When the 
Department Manager has completed his Budget, it is checked against that 
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prepared by us. If there are any large variations between these independ- 
ently prepared figures, the Department Manager is invited to discuss the 
difference with us. In the majority of cases, we find very little difference 
in the estimates made. Where this difference is small, the Department 
Manager’s figures are accepted. 

In preparing a Merchandise Budget, planned sales are the first figures 
to be filled in. They are naturally determined first, because all other oper- 
ations in the Department are based on the amount of sales. The volume of 
sales determines the amount of stock which the Department can afford to 
carry and the amount of purchases that can be made, etc. The second step 
is to fill in the amount of stock, at retail, it will be necessary to have on 
hand at the beginning of each month in order to obtain the required sales 
for the month. This planned stock is computed in a definite ratio to planned 
sales. Based on experience, a model stock-sales ratio figure can be estab- 
lished for every month in the season for each department. This stock-sales 
ratio figure when multiplied by the planned sales for the month gives us 
the amount of stock which should be on hand at the beginning of the month. 
This serves as a guide to the Department Manager. Certain other factors 
must be considered as well, namely: Basic Stock Requirements. 

Promotional Stock needed to obtain planned volume changes, such as 
Easter dates, fashions, etc. 

The third item to be filled in is planned markdowns. In planning 
markdowns the Department Manager considers: 

(a) General Condition of Stock on hand. 
(b) Trend in prices whether up or down. 
(c) Past Experience. 

After the Department Manager has determined how much he plans to 
sell and what his markdowns and stock on hand will be, the next step is to 
fill in the amount of purchases which must be made in order to cover his 
planned sales and markdowns, and to maintain his planned stock. This 
simply involves an arithmetical calculation: Planned Purchases equals Plan- 
ned Stock at the beginning of the next month, plus Planned Sales for the 
month, plus Planned Markdowns for the month, minus Planned Stock at the 
beginning of the month. 

In addition to the items mentioned, the Department Manager budgets 
his planned markup at the beginning of the season, markup on his purchases, 
and markup at the close of the season; also, his gross margin to which refer- 
ence has been made previously. Markup is determined by what the Depart- 
ment Manager thinks his customers will pay for the merchandise and the 
price at which he can buy the merchandise, and place it in the store. Under 
present conditions, price ceilings must be considered. Other considerations 
are, competition, maintaining price lines and turnover. 

The Control Division plays an important role in the preparation of a 
Merchandise Budget, because it provides the basis upon which management 
controls its merchandising operations. 

It is a guide to the Department Manager in attaining the objectives 
which are expected from his Department. 

It is a guide to the Department Manager in keeping his stock investment 
in line with sales, 
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It is a guide to Store Management in determining the financial require- 
ments of the Store. 

Merchandise Management makes use of the Department Merchandise 
Budget in its task of maintaining a balanced operation—all Departments 
doing their proper share of the total store objective. 

When the Merchandise Budgets have been completed and we know 
departmentally and for the Store, as a whole, what the planned sales are, 
the next step is to prepare the Expense Budget. The Selling Departments 
are again given Budgets oni which they are supplied with the figures for the 
same season for the two previous years covering their payroll costs. Details 
are also given of the wages paid individually to members of their staff. 
They are invited to consider and make recommendations for increases and 
transfers. The total payroll selling cost must be in line with the standard 
for his or her type of Department. This was mentioned previously. The 
completed Departmental Selling Budget is reviewed by the Store Super- 
intendent before being consolidated into a Master Selling Budget. 

All Non-Selling or Service Departments also are required to prepare 
Expense Budgets. Much the same procedure is followed as described in con- 
nection with Selling Payroll Budgets. 

The Main Expense Classifications are: 

Administrative, Occupancy, Publicity, Buying, Selling 

Knowing the amount of the estimated sales, the Service Departments 

are advised of the maximum dollars available for their function, based on a 


percentage rate to sales. 
The Administrative Classification is broken down in sub-classifica- 


tions as: 
Executive Offices Accounts Receivable and Superintendency 
Accounts Office Credit General Store 
Occupancy is broken down showing: 
Operating and Housekeeping Fixed Plant and Equipment 


Light, Heat and Power 

Under Publicity we have the Sub-classifications: 

Sales Promotion Office, Advertising, Display 

Under Buying we have: 

Merchandise Management and Buying, anibine and Marking and Stockrooms 

Under selling: 

Compensation of Sales Persons (Already previously mentioned) 
General Selling—Floor Cashiers, Wrappers, etc., and Delivery. 

When all these expense Budgets have been completed and approved, 
they are combined into an annual Operating Expense Budget. We know 
what our total planned expenditures are for the season and its relation to 
planned sales. I do want to emphasize that of necessity Budgets must be 
flexible. They are primarily a guide. This refers to Merchandise Budgets 
as well. In times of increased business, greater quantities of merchandise, if 
available, are purchased. Also more dollar expense may be justifiable. If 
sales decrease, the reverse is necessary. . 

We have discussed in some detail the Merchandise Budget and the 
Operating Expense Budget. From the information supplied by these Budgets, 
we now prepare our Master Operating Budget. 
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This shows by months and for the season: 


Net Sales Departmental Margin Sundry Gains and Losses 
Gross Profit Total Expense Net Profit and Loss 


You may be interested in knowing that when we have completed a 
season, the final results vary only slightly from what had been budgeted. 
Of course, it is admitted that with the “Easy Business’ of the last few years, 
expenses have not been a problem. The problem has been to secure mer- 
chandise. However, whether business increases or decreases, we feel that 
our accounting system is so organized that it can be of definite assistance 
to the store’s objective, and the objective of any store as mentioned in my 
opening remarks is—Buying and Selling of Merchandise at a profit. 





«STUDENT SECTION » 


ACCOUNTING I 
(By H. P. WRIGHT, C.G.A., R.1.A.) 





Problem 
The trial balance of the business of R. Mitchell on December 31, 1945, 


was as follows: 








Accounts receivable ............ $ 3,650 Accounts payable ................. $ 1,056 
Furniture and fixtures .......... 1,200 SGlGS. 2oosainsrcgec eee 24,720 
Merchandise purchases ........ 15,641 Battle EO aii oaccicccscscescavessecesarcecce 2,000 
Freight on purchases ............ 477 Reserve for bad debts .......... 146 
Merchandise inventory, Reserve for depreciation— ; 
Wate Us NGA ce dercgete 6,645 furniture and fixtures ...... 280 
Bills: receivable .......cccccssececsese 2,162 Interest received ............c00 83 
ORC EXPENSE <.cccicesicesscsess- 1,845 R. Mitchell, Captial ............ 7,537 
SeliN ge EXPOSE iscci.cecessencessss 2,962 
Delivery CXpense: <..c<3c6.0.5000-3 1,240 
$35,822 $35,822 


Depreciation of 10 per cent. on furniture and fixtures is to be provided 


for. 
The reserve for bad debts is to be increased to 5 per cent. of the accounts 


and bills receivable. 
The merchandise inventory, December 31, 1945, was $6,021. 
Required: 
(a) Submit the necessary adjusting entries as they would appear in the 
journal. 
(b) Prepare a trading and profit and loss statement for the year 1945 
and a balance sheet as at December 31, 1945. 
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Solution 
(a) 
1945 
Dec. 31 Depreciation of furniture and fixtures ............ $ 120.00 
To Reserve for depreciation, furniture and fixtures $ 120.00 
Pistinrated Ase DY BAG EOE oikscscciscecscsecsecssesscecseeses 144.60 
TO Meserve LOE Bhd OS Kcsccensscssicnstsssecdsacsnssescanevsie 144.60 
Merchandise inventory, December 31, 1945 ........ 6,021.00 
TO MercWaGdise PUCcnases: ..sciciessscsccosrscsesseesscceasises 6,021.00 
(b) R. Mitchell 
Trading and Profit and Loss Statement 
for Year Ending December 31, 1945 
Merchandise inventory, REND. | ccvinhidassssseneemnen $24,720.00 
WAN, WDA © caicivcesscscovses $ 6,645.00 
PROMO Soy acis sree tescetinis 15,641.00 
NN ied testcauealenkis 477.00 
22,763.00 
Less Merchandise inventory, 
December 31, 1945 ...... §,021.00 
Cost of goods sold ............ 16,742.00 
Gross trading profit ........ 7,978.00 
24,720.00 24,720.00 
MICE CXBERSES «..cicccenisssesss 1,845.00 Gross trading profit ............ 7,978.00 
Selling EXPENSES «...0.....cr0000.. 2,962.00 
Delivery EXPenses) ......:s.<ces0. 1,240.00 
Depreciation of furniture and 
RTREDES  .. Secstcavsevsssssuscssanvense 120.00 
Estimated loss by bad debts 144.60 
Total operating expenses ....6,311.60 
Net trading profit ............0 1,666.40 
7,978.00 7,978.00 
’ P 
Net profit for the year ........ 1,749.40 Net trading profit ............ 1,666.40 
Interest received .............000 83.00 
1,749.40 1,749.40 
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R. MITCHELL 


BALANCE SHEET 


As at December 31, 1945 


Current Assets Current Liabilities 
Accounts receivable ....$ 3,650.00 Banks loditticccacccerncas $ 2,000.00 
Bills receivable ............ 2,162.00 Accounts payable ........ 1,056.00 
5,812.00 Total current 
Less Reserve for bad Teabilities: <..sccsssscvcssexs 3,056.00 
GODUSY ssaceise sacosneveicites 290.60 Capital 
oo R. Mitchell, capital ...... 9,286.40 
5,521.40 


Merchandise inventory 6,021.00 


Total current assets ...... 11,542.40 
Fixed Assets 
Furniture and fixtures 1,200.00 


Less Reserve for 


depreciation  ............00000 400.00 
Total fixed assets ........ 800.00 
$12,342.40 $12,342.40 
Comments 


This is a problem of the composite type. In it there are a number of 
points in which the student exhibits his ability to read accurately. That 1s 
to observe, carefully, what information is required in the solution. It re- 
quires also to appraise the information given in the problem. The three 
items of supplementary information indicate that they require adjusting and 
the student should be able to do this in journal entry procedure in standard 
form. 

In the second part, the setting out of the trading and profit and loss 
statement requires that the adjustments mentioned above be applied to the 
proper accounts. This can generally be handled more accurately and in the 
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end more expeditiously through the means of the “working sheet’ proce- 
dure. This allows a combination procedure in which the balance of the 
computations can be proven while at the same time the accounts can be 
classified under their various statement headings. When this work sheet is 
completed, the writing up of the statement under its proper headings, show- 
ing the required sub-totals, balances and totals is mere writing. In setting 
out the statement, the display of neatness and ability to classify accounts is 


demonstrated. 


COST ACCOUNTING 
(Comments by A. VAN HARRIS, C.A.) 
PROBLEM 


On December 31st, the accounts of the Plastic Corporation showed the 


tollowing: 


Ost lot KaG0ds) SOld cs sesh Acnvaiustratadiacess $65,000 
Wark In -Progtess: Inventory: ....c.scccccccs<cossecesonssenstere 25,000 
PanisRed WGOOGS ERVENTOLY oiscccissscdisezsvecersssss<cosntensonsece 42,000 


Owing to a strike by the employees, the plant was shut down for a period 
of six weeks, and as a result, unabsorbed overhead showed a balance of 
$32,000 

Assuming that a normal rate of overhead had already been charged to 
the cost of Goods Sold, Work in Progress and Finished Goods accounts, 
what disposition would you make of the unabsorbed burden? Discuss Fully. 


SOLUTION AND COMMENTS 


This type of problem has appeared recently in the student section on at 
least one other occasion. While there are some figures in the question, it is 
actually a theory question, which has a simple solution. 

The standard texts on Cost Accounting do not recommend deferring an 
unabsorbed expense such as this item. Obviously the expense has been in- 
curred and there is no benefit in attempting to prorate the $32,000 over the 
Inventories and Cost of Goods Sold. Normal overhead rates were probably 
quite accurate, and this extraneous cost belongs in one place—a separate 


charge as an unusual item in profit and loss account. 


Problem— 

The Marston Manufacturing Company has operated for the year ended 
31st January, 1946, making use of its budgeted schedule of sales and costs. 
The actual results for the fiscal year are now available and the Company 
require a Comparative Statement of Budgeted and Actual Manufacturing 
Costs, Costs of Goods Sold and Profit and. Loss for the year ended 31st 


January, 1946. 


Information is as follows: 


Budget Actual 


Sales— 
NO DOO aistS AEE E DOD aivcscccvastscccgrcscscicenessesesrieces $ 150,000 
SPN ATES AUP I oie i occectccvesstsbesccetherseonive 


$ 150,000 
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Inventories— 
Raw Materials, February 1st, 1945— 
A. 40,000 Ibs. at $0.50 c.ccecssesssssssssesseeseseeees 20,000 20,000 
ee eee ean 5,000 5,000 
Finished Goods, February 1st, 1945— 
SOO Vise ihS Wb BO ecicneckaccatveccccccasssnencanteierene 22,500 22,500 
Production— 


Estimated—11,000 units. 


Inventories— 
Actual—13,000 units. 


Materials— 
Purchased— 
Ai GEO The 6B DODO aac ccissccscssisenincossteres 30,000 
A SOO00 Vise at QOLSS  iscciseneisstinkieqens 27,500 
B. 10,000 ft. at $1.00 c.ccccccccccccsccsccsescessteseeees 10,000 
Be EP OOOs bts, 2b GOF Ss cacczkcsescsseestisesscceessneess 9,000 


Used in Production— 
Material A. 
Estimated—77,000 lbs. 
Actual—78,000 Ibs. 
Material B. 
Estimated—11,000 ft. 
Actual—13,000 ft. 


TEMENONRRE Ye. cas escevsazcecaadan crane cxcen str utsatansisssuauseetaiatwee tia 33,000 32,500 
Manwlactuting! Bx penses: -scccsccconsssccsssscesrssscsesossscsscorsonecs 16,500 19,500 
Diistesbwation Ex POGS66 5 iissccccsaszicsviccecscevascnceccecsscasteesees 25,000 27,500 
Administrateve: EXPenses: <2ic...iescsscccoseccasccctsaceseasessceates 15,000 12,500 
EteseSt Caer 3 occccas cscs cccicussscadesocxeedceussientetsacteceeinre 2,500 2,000 


(1) You are to assume that there is no work in progress inventory. 


(2) The Company uses the “‘first-in-first-out’” method of charging out ma- 
terials and finished goods. 


A. Prepare the statements required. 


B. Sumbit an analysis of the variance between the budgeted and actual costs 
of material used in production. 


COMMENTS 

This problem was one of the questions on the last examination paper 
for Advanced Cost Accounting, held by the Society on May 1, 1946. The 
solutions submitted by candidates indicated a good knowledge of this type 
of problem in so far as the “A” part of the problem was concerned. The 
form in which the statements were built up was quite satisfactory. The 
“B” part of the requirements apparently caused some difficulty, and the 
interpretation of the differences was on the whole not as well handled as 
the examiner had expected. The figures in this second part obviously were 
derived from the statements previously prepared, and a systematic check 
of the differences should have developed the statements required. 
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